
INTERNAL CONTROLS OVER FINANCIAL TRANSACTIONS AND REPORTING 
 
 
 
We noted several deficiencies in the internal control system of the __ (insert unit type) related to financial 
transactions and reporting.  We believe the following deficiencies constitute material weaknesses: 
  

1. Lack of Segregation of Duties:  Control activities should be selected and developed at various 
levels of the __ to reduce risks to the achievement of financial reporting objectives.  The __ has 
not separated incompatible activities related to receipts, (utility billings and collections,) 
disbursements, payroll and related liabilities, and cash and investment balances.  The failure to 
establish these controls could enable material misstatements or irregularities to remain 
undetected. 

 
2.   Preparing Financial Statements:  Effective internal control over financial reporting involves the 

identification and analysis of the risks of material misstatement to the __'s audited financial 
statements and then determining how those identified risks should be managed.  The __ has not 
identified risks to the preparation of reliable financial statements and as a result has failed to 
design effective controls over the preparation of the financial statements to prevent or detect 
material misstatements, including notes to the financial statements. 

 
3.   Monitoring of Controls:  Effective internal control over financial reporting requires the __ Board to 

monitor and assess the quality of the __'s system of internal control.  The __ Board has not 
performed either an ongoing or separate evaluation of their system of internal controls.  The 
failure to exercise their oversight responsibility place the __ at risk that controls may not be 
designed or operating effectively to provide reasonable assurance that controls will prevent or 
detect material misstatements in a timely manner.  Additionally, the __ has no process to identify 
or communicate corrective actions to improve controls. 

 
Governmental units should have internal controls in effect which provide reasonable assurance regarding 
the reliability of financial information and records, effectiveness and efficiency of operations, proper 
execution of management's objectives, and compliance with laws and regulations.  Among other things, 
segregation of duties, safeguarding controls over cash and all other assets and all forms of information 
processing are necessary for proper internal control. 
  
Controls over the receipting, disbursing, recording and accounting for the financial activities are 
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements 
and incorrect decision making.  (Accounting and Uniform Compliance Guidelines Manual for Cities and 
Towns, Chapter 7) (Accounting and Uniform Compliance Guidelines Manual for Counties of Indiana, 
Chapter 1) (Accounting and Uniform Compliance Guidelines Manual for Indiana Public School 
Corporations, Chapter 9). 


